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CONIPANY PROFILE

Burlington Coat Factory Warehouse Corporation, including subsidiaries Cohoes Fashions, Luxury Linens
Baby Depot and MJM Designer Shoes, operates 335 stores in 42 states. We offer a wide selection of
current season, first quality, brand name and designer clothing, shoes and accessories for the entire

family at everyday low prices -- substantially beiow those found in other depariment and specialty stores.
Most locations also offer a large selection of linens, home furnishings and gifts, as well as an
outstanding collection of baby gear, furniture and accessories.

FINANCIAL HIGHLIGHTS
REVENUES STOCKHOLDERS’ EQUITY STORES IN OPERATION
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Fiscal Year Ended 2003 2002 2001 2000 1999
Statement of Operations Data:

Revenues $2,724,691 $2,602,830™ $2,428,584" $2,226,183 $1,968,784
Net Income 64,957 66,864 71,0250 62,4769 47,783
Net Income per Share 1.46 1.51 1.60M 1.37% 1.02
Dividends per Share .02 .02 .02 .02 .02
Balance Sheet Data:

Total Assets $1,316,726 $1,273,791 $1,060,675 $1,047,147 $941,635
Working Capital 203,110 236,313 296,654 260,399 332,759
Long Term Debt 34,587 22,245 7,560 8,105 52,970
Stockholders’ Equity 788,021 722,498 655,271 586,341 548,156
{in thousands of doflars, except per share data) ® Certain reclassifications have been made to the financial statements

to conform to the classifications used in the current year.
@ Before cumulative effect of accounting change.
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TO OUR VALUED STOCKHOLDERS

Fiscal 2003 was a year of notable milestones for Burlington Coat Factory. We celebrated our 31st anniversary, the
opening of our 335th store, and we exceeded $2.7 billion in revenues, despite the challenging retail environment.
Our results over the past several years show that our business strategy—superior selection and great brands at
everyday low prices—is a proven concept. With room to grow in numerous markets, we continue to see abundant
expansion opportunities for BCF over the next several years.

Fiscal 2003 Operating Results

We generated solid results for the 52 weeks ended May 31, 2003: total stockholders’ equity increased more than
9% to $788.0 million and net sales grew 4.7% to $2.7 billion. In addition, we increased our dividends per share
from $.02 to $.03 per share.

We opened 22 new stores, relocated 3 existing stores, and closed 6 underperforming stores. We also remodeled
15 existing Burlington Coat Factory Stores this year, bringing the total number of stores remodeled to 164. We
have reduced the clutter and improved the visual consistency and excitement of our store formats. Appealing,
dominant and clearly signed merchandise presentations have made our stores more attractive and easier for our
customers to navigate and shop.

Reaching Our Customers

National television continued to be the largest portion of our advertising mix with commercials featuring all
departments. The company underwent a creative renaissance this past year and our new campaigns won top
creative awards with two of our commercials placing #1 and #9 nationally in terms of customer recall for new
commercials within a two week testing period. We also added a fifth newspaper insert, new online initiatives and
targeted direct and onfine campaigns to our media mix.

Just six months ago, we launched the first phase of our customer relationship management program with the
rollout of Burlington Coat Factory gift and shopping cards. Since inception, we have activated more than 1.5 million
cards. This program has helped to increase operational efficiency and enhance our customers’ shopping
experience.

Together We Stand

Our associates and customers consistently perform imaginative and thoughtful deeds to make the world a better
place, one community at a time. This past year, Burlington Coat Factory employees and customers united in
compassion for those individuals who are defending our country and their families. The BCF Military Family
Support Campaign was launched to give a 10% discount to active duty personnel and their immediate
dependents. Additionally, customers and employees had the opportunity to offer their support for military families
by purchasing a yellow ribbon for $1 or more at registers in Burlington Coat Factory stores, with all proceeds
directly benefiting the United Service Organizations (USQO).

Our goal is to provide exceptional value for our customers, our stockholders, our associates and our communities.
We remain focused on ensuring that Burlington Coat Factory is the place to find the right combination of style,
selection and value.

In closing, | extend my sincere gratitude to all of our dedicated and faithful employees, customers, stockholders
and suppliers. Your contributions and support will enable Burlington Coat Factory to continue its tradition of
success.

With best regards,

Monroe G. Milstein
Chairman of the Board

President and Chief Executive Officer
September 17, 2003




MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The Company maintains its records on the basis of a
52-53 week fiscal year ending on the Saturday closest
to May 31. The following discussion compares the
twelve months (52 weeks) ended May 31, 2003 with the
twelve months (52 weeks) ended June 1, 2002 and the
twelve months (52 weeks) ended June 1, 2002 with the
twelve months (52 weeks) ended June 2, 2001.

e e e o,

Critical Accounting Policies and Estimates

The Company's consolidated financial statements
have been prepared in accordance with accounting
principles generally accepted in the United States of
America. The preparation of these financial
statements requires management to make estimates
and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent
assets and liabilities at the date of the consolidated
financial statements and the reported amounts of
revenues and expenses during the reporting period.
On an on-going basis, management evaluates its
estimates and judgments, including those related to
revenue returns, bad debts, inventories, income
taxes, financing operations, asset impairment,
retirement benefits, risk participation agreements,
vendor promotional allowances, reserves for closed
stores and contingencies and litigation. Management
bases its estimates and judgments on historical
experience and on various other factors that are
believed to be reasonable under the circumstances,
the results of which form the basis for making
judgments about the carrying values of assets and
liabilities that are not readily apparent from other
sources. Actual results may differ from these
estimates under different assumptions or conditions.

The Company believes that the following represent its
more critical estimates and assumptions used in the
preparation of the consolidated financial statements,
although the list is not exhaustive:

The Company'’s inventory is valued at the lower of
cost or market using the retail first-in, first-out (“FIFO")
inventory method. Under the retail inventory method,
the valuation of inventory at cost and resulting gross
margin are calculated by applying a calculated cost to
retail ratio to the retail value of inventory. The retail
inventory method is an averaging method that has
been widely used in the retail industry due to its
practicality. Additionally, it is recognized that the use
of the retail inventory method will result in valuing
inventory at the lower of cost or market if markdowns
are currently taken as a reduction of the retail value of
inventory. Inherent in the retail inventory method
calculation are certain significant management
judgments and estimates inciuding, merchandise
markon, markups, markdowns and shrinkage which
significantly impact the ending inventory valuation at
cost as well as the resulting gross margin.

Management believes that the Company’s retaif
inventory method and application of FIFO provide an
inventory valuation which approximates cost using a
first-in, first-out assumption and result in carrying
values at the Jower of cost or market. Estimates are
used to charge inventory shrinkage for the first three
fiscal quarters of the fiscal year. An actual physical
inventory is conducted at the end of the fiscal year to
calculate actual shrinkage. The Company also
estimates its required markdown allowances. If actual
market conditions are less favorable than those
projected by management, additional markdowns may
be required. While the Company makes estimates on
the basis of the best information available to it at the
time estimates are made, over accruals or under
accruals may be uncovered as a result of the physical
inventory requiring fourth quarter adjustments.

The Company has risk participation agreements with
insurance carriers with respect to workers’
compensation and liability insurance. Pursuant to
these arrangements, the Company is responsible for
paying claims up to designated dollar limits. The
amounts included in the Company’s costs related to
these claims are estimated and can vary based on
changes in assumptions or claims experience
included in the associated insurance programs.

The Company records reserves for future revenue
returns. The reserves are based on current revenue
volume and historical claims experience. If claims
experience differs from historical levels, revisions in
the Company’s estimates may be required.

The Company tests for recoverability of long-lived
assets whenever events or changes in circumstances
indicate that their carrying amounts may not be
recoverable. This includes performing an analysis of
anticipated undiscounted future net cash flows of
long-lived assets. If the carrying value of the related
assets exceeds the undiscounted cash flow, the
Company reduces the carrying value to their fair
value, which is generally calculated using discounted
cash flows. Various factors including future sales
growth and profit margins are included in this
analysis. To the extent these future projections
change, the conclusion regarding impairment may
differ from the estimates. Future adverse changes in
market conditions or poor operating results of
underlying assets could result in losses or an inability
to recover the carrying value of the assets that may
not be reflected in the assets’ current carrying value,
thereby possibly requiring an impairment charge in
the future.

The Company maintains allowances for doubtful
accounts for estimated losses resuiting from the inability
of its customers to make required payments. If the
financial condition of the Company's customers were to




deteriorate, resulting in an impairment of their ability to
make payments, additional allowances may be required.

Results of Operations

Twelve Months Ended May 31, 2003 and June 1, 2002
The following table sets forth certain items in the
consolidated statements of operations as a
percentage of net sales for the twelve months ended
May 31, 2003 and June 1, 2002.

. Percentage of Net Sales
Twelve Months Ended

May 31, 2003 June 1, 2002

Net Sales 100.0% 100.0%
Costs and Expenses:
Cost of Sales 62.5 62.6
Selling and Administrative

Expenses 31.7 31.8
Depreciation 25 23
Amortization 0.3 0.1
Interest Expense 0.1 —

97.1 96.8

Other Income 1.0 1.0
Income Before Provision

for iIncome Taxes 3.9 4.2
Provision for income

Taxes 1.5 1.6
Net income 2.4% 2.6%

Performance for the Twelve Months (52 weeks) Ended
May 31, 2003 Compared With the Twelve Months (52
weeks) Ended June 1, 2002

Consolidated net sales increased $120.2 million
(4.7%) for fiscal 2003 compared with the similar
period of a year ago. Comparative stores sales
decreased 1.8% for the period. Eighteen new and
three relocated Burlington Coat Factory department
stores opened during fiscal 2003 contributed $117.0
million to this year's net sales. Stores opened a year
ago contributed $82.4 million to this year's net sales
from the beginning of fiscal 2003 to the anniversary of
their opening date. Twelve stores, which were in
operation a year ago, but which were closed prior to
this year, contributed $36.3 million to last year's sales.
The three stores closed due to relocation and three
additional stores closed during the current fiscal year
contributed $26.1 million to last year's sales during
their non-comparative pericds of a year ago.

The Cohoes stores contributed $38.4 million to
consolidated sales for the twelve months ended
May 31, 2003 compared with $39.0 million for the
twelve months ended June 1, 2002. Cohoes
comparative store sales decreased 2.0% for the
twelve month period.

Sales in fiscal 2003 for the Decelle stores were $25.2
million compared with $29.0 million for the twelve
months ended June 1, 2002. Decelle comparative
store sales decreased 12.8% for the twelve months
ended May 31, 2003 compared with the similar tweive
month period of a year ago.

The MJM Designer Shoes stores contributed $27.4
million to this year's sales compared with $7.9 million a
year ago. As of May 31, 2003, four new MJM Designer
Shoes stores were operating. These stores contributed
$6.0 million to this year's sales. Three stores closed
during the year contributed $0.9 million to last year's
sales during their non-comparative periods.

Other income (consisting of rental income from leased
departments, investment income and miscellaneous
items) increased to $27.3 million for fiscal 2003
compared with $25.6 million for the similar period of a
year ago. Decreases this year in investment income
of approximately $0.9 million and rental income of
approximately $0.1 million were offset by increases in
miscellaneous items of approximately $2.7 million
during fiscal 2003 as compared with fiscal 2002.

Cost of sales increased $74.3 million (4.6%) for the
twelve months ended May 31, 2003 compared with
the twelve months ended June 1, 2002. The dollar
increase in cost of sales was due to the increase in
net sales during the current fiscal year compared with
the prior year. Cost of sales as a percentage of net
sales decreased slightly from 62.6% in fiscal 2002 to
62.5% in fiscal 2003. During fiscal 2003, initial
margins improved slightly as compared with fiscal
2002. The improvement in initial margins was offset
by increased markdowns and inventory shrinkage as
a percentage of sales for fiscal 2003 as compared
with fiscal 2002.

Selling and administrative expenses increased $35.8
million (4.4%) from the 2002 period to the 2003
period. The increase in selling and administrative
expenses was due primarily to the increased number
of stores in operation during fiscal 2003 as compared
with fiscal 2002. As a percentage of net sales, selling
and administrative expenses were 31.7% for the
twelve months ended May 31, 2003 compared with
31.8% for the twelve months ended June 1, 2002.
During fiscal 2001, the Company established a $2.4
million reserve for the costs associated with the
relocation of several stores. During fiscal 2003 and
2002, the Company paid $0.4 million and $1.0 million
of these costs, respectively. In addition, during fiscal
2002, $1.0 million of the reserve was relieved due to
an early termination of the lease by the landlord.
During fiscal 2003, the Company established a $0.4
million reserve for future lease obligations relating to a
store closed during fiscal 2003.




Depreciation expense amounted to $69.1 million in
the twelve months ended May 31, 2003 compared
with $59.6 million for the twelve months ended June
1, 2002. This increase of $9.5 million in the fiscal
2003 period compared with the comparative 2002
period is attributable primarily to capital additions
relating to new store purchases, improvements,
expansions and remodelings over the past two fiscal
years.

Amortization expense was $7.4 million for the twelve
months ended May 31, 2003 compared with $3.8
million for the similar period of a year ago. This
increase is due mainly to amortization expense
related to leaseholds for sixteen store locations
purchased during fiscal 2003 for approximately $18.8
million.

Interest expense increased $1.8 million for the twelve
months ended May 31, 2003 compared with the
similar period of a year ago. The increase in interest
expense is due primarily to interest expense related to
the Company’s capital leases. Interest expense
related to capital [ease obligations amounted to $2.1
million during fiscal 2003 as compared with $0.2
million during fiscal 2002. In addition, interest relating
to the Company’s borrowings under its lines of credit
amounted to $0.2 million during fiscal 2003 compared
with $0.3 million during fiscal 2002.

The provision for income taxes decreased to $39.3
million for the twelve months ended May 31, 2003
from $40.7 million for the similar fiscal period a year
ago. This decrease in the tax provision was due to
lower earnings. The effective tax rate for fiscal 2003
was 37.7% compared with 37.8% in the prior fiscal
year. An increase in the Company’s effective state tax
rate, net of federal tax benefit, of approximately 1.4%
was offset by a one-time federal tax adjustment
realized by the Company during the current fiscal
year.

Net income decreased $1.9 million to $65.0 million for
the fiscal 2003 period from $66.8 mitiion for the
comparative 2002 period. Basic net income per share
was $1.46 per share for fiscal 2003 compared with
$1.51 per share for the comparative 2002 period.
Diluted net income per share was $1.46 per share for
fiscal 2003 as compared with $1.50 per share for
fiscal 2002. |

Recently, certain basic or commodity-type
merchandise items have experienced deflation in their
cost and their corresponding retail price. The
Company does not believe this has had a significant
impact on its sales volume to date. However, if this
trend were to continue and to affect a greater portion
of the Company’s merchandise without a
corresponding decrease in fixed expenses or increase

in unit sales, the Company’s gross sales and net
income could be adversely affected.

Results of Operations

Twelve Months Ended June 1, 2002 and June 2, 2001
The following table sets forth certain items in the
consolidated statements of operations as a
percentage of net sales for the twelve months ended
June 1, 2002 and June 2, 2001.

Percentage of Net Sales
Twelve Months Ended

June 1, 2002 June 2, 2001
Net Sales 100.0% 100.0%
Costs and Expenses:
Cost of Sales 62.6 63.2
Selling and Administrative
Expenses 31.8 31.0
Depreciation 23 2.1
Amortization 0.1 0.1
Interest Expense — 0.1
96.8 96.5
Other Income 1.0 1.2
Income Before Provision
for income Taxes 4.2 4.7
Provision for Income
Taxes 1.6 1.7
Net Income 2.6% 3.0%

Performance for the Twelve Months (52 weeks) Ended
lune 1, 2002 Compared With the Twelve Months (52
weeks) Ended June 2, 2001

Consolidated net sales increased $176.9 million
(7.4%) for fiscal 2002 compared with the similar period
of the prior year. Comparative stores sales decreased
0.3% for the period. Twenty new and seven relocated
Burlington Coat Factory department stores, opened
during fiscal 2002, contributed $171.8 million to sales.
Stores opened during fiscal 2002 contributed $77.0
million to sales from the beginning of fiscal 2002 to the
anniversary of their opening date. Nine stores, which
were in operation during fiscal 2001, but which were
closed prior to the beginning of fiscal 2002, contributed
$30.4 million to sales for fiscal 2001.

The Cohoes stores contributed $39.0 million to
consolidated sales for the twelve months ended June 1,
2002 compared with $37.5 miilion for the twelve months
ended June 2, 2001. Cohoes comparative store sales
increased 4.3% for the twelve month period.

Sales in fiscal 2002 for the Decelle stores were $29.0
million compared with $32.4 million for the twelve



months ended June 2, 2001, Decelle comparative
store sales decreased 3.1% for the twelve months
ended June 1, 2002 compared with the similar twelve
month period of a year ago. One store, closed prior to
the beginning of fiscal 2002, contributed $2.5 million
to fiscal 2001 sales.

During the second fiscal quarter of fiscal 2002, the
Company opened a stand-alone shoe store in East
Meadow, New York. An additional eight stand-alone
shoe stores were opened during the fourth quarter of
fiscal 2002. These new stand-alone shoe stores
contributed $7.9 million to fiscal 2002 sales.

Other income (consisting of rental income from leased
departments, investment income and miscellaneous
items) decreased to $25.6 million for fiscal 2002
compared with $28.3 million for fiscal 2001. This
decrease is primarily the result of a decrease in
investment income, resulting from a decrease in
investment rates during the comparative periods, of
approximately $4.5 million. These decreases were
offset in part by an increase in rental income of $1.3
million and by the gain realized on the disposition of
Company assets during fiscal 2002.

Cost of sales increased $35.0 million (6.3%) for the
twelve months ended June 1, 2002 compared with the
twelve months ended June 2, 2001. The dollar
increase in cost of sales was due to the increase in
net sales during the fiscal 2002 compared with fiscal
2001. Cost of sales as a percentage of net sales
decreased from 63.2% in fiscal 2001 to 62.6% in fiscal
2002. This improvement was primarily the resuit of
lower inventory shrinkage during fiscal 2002
compared with fiscal 2001 and lower markdowns
taken as a percentage of sales during fiscal 2002
compared with fiscal 2001.

Selling and administrative expenses increased $75.0
million (10.1%) from the 2001 period to the 2002
period. As a percentage of net sales, selling and
administrative expenses were 31.8% for the twelve
months ended June 1, 2002 compared with 31.0% for
the twelve months ended June 2, 2001. This increase
was due mainly to an increase in the number of stores
in operation and increases in payroll and payroll
related expenses. During fiscal 2001, the Company
established a $2.4 million reserve for the costs
associated with the relocation of several stores.
During fiscal 2002, the Company paid $1.0 million of
these costs. In addition, $1.0 million of the reserve
was relieved due to an early termination of the lease
by the landiord.

Depreciation expense amounted to $59.6 million in
the twelve months ended June 1, 2002 compared with
$49.3 million in the twelve months ended June 2,

2001. This increase of $10.3 million in the fiscal 2002
period compared with the comparative 2001 period is
attributable primarily to capital additions relating to
new store purchases, improvements, expansions and
remodelings over the prior two fiscal years.

Amortization expense was $3.8 million for the twelve
months ended June 1, 2002 compared with $3.5
million for the similar period of fiscal 2001. The
increase is primarily related to amortization of
leaseholds purchased during fiscal 2002,

Interest expense decreased $0.6 million for the twelve
months ended June 1, 2002 compared with the twelve
months ended June 2, 2001. The decrease in interest
expense is the result of a decrease in long term debt
due to the recurring repayments of the Company’s
industrial development bonds and the prepayment of
the entire remaining balance of the Company’s
subordinated notes in June 2000. In addition, interest
relating to the Company’s borrowings under its lines
of credit amounted to $0.3 million during fiscal 2002
compared with $0.8 million during fiscal 2001. Interest
expense related to capital lease obligations amounted
to $0.2 million during fiscal 2002. There were no
capital lease obligations during fiscal 2001.

The provision for income taxes decreased to $40.7
million for the twelve months ended June 1, 2002 from
$42.1 million for the twelve months ended June 2,
2001. This decrease in the tax provision was due to
lower earnings. The effective tax rate for fiscal 2002
was 37.8% compared with 37.2% in fiscal 2001. This
rate increase is due primarily to decreases in tax-
exempt interest earned by the Company during fiscal
2002 compared with fiscal year 2001 and to an
increase in the effective state income tax rate for
fiscal 2002 compared with fiscal 2001.

Net income decreased $4.2 million to $66.9 million for
the fiscal 2002 period from $71.0 million for the
comparative 2001 period. Net income per share was
$1.51 per share for fiscal 2002 compared with $1.60
per share for the comparative 2001 period.

Liquidity and Capital Resources

During fiscal 2003, the Company opened eighteen
Burlington Coat Factory Warehouse department stores
and four MJM Designer Shoes stores. The Company
closed six stores and relocated three others to new
locations within their trading areas. Expenditures
incurred to acquire, set up and fixture new stores
opened during fiscal 2003 were approximately $39.4
million. Expenditures for store relocations, store
expansions and store refurbishings were approximately
$45.9 million during fiscal 2003. During fiscal 2003, the
Company acquired the leases of sixteen stores for




$18.8 million. In addition, expenditures during fiscal
2003 for store locations to be opened during fiscal 2004
amounted to $20.4 million. Expenditures incurred in the
construction of the Company’s new distribution center in
Edgewater Park, New Jersey amounted to $32.1
million. Other capital expenditures, consisting primarily
of computer system enhancements and distribution
center improvements amounted to $11.0 million for
fiscal 2003. For fiscal 2004, the Company estimates that
it will spend approximately $122.2 million for capital
expenditures (i.e., building acquisitions, fixtures,
equipment and leasehold improvements) in connection
with the opening of approximately twenty-five to thirty-
five new stores (including store relocations), remodeling
and expansion of existing stores, expansion of the
Company’s home office and warehouse fagilities, and
computer enhancement projects.”

Recently several retail chain stores have filed for
protection from creditors under Chapter 11 of the U.S.
Bankruptcy Code and subsequently have made many
of their retail locations available for auction. The
Company monitors such activity for desirable locations
for its stores. In fiscal 2002, the Company acquired
sixteen former Montgomery Ward locations. In fiscal
2003, the Company acquired an additional twelve
former Kmart locations and two former Ames locations.
Should additional locations become available from
these or other retailers, the Company may seek to
acquire a number of such locations in one or more
transactions. If the Company undertakes such
transactions, the Company may seek additional
financing to fund acquisition and carry charges (i.e., the
cost of rental, maintenance, tax and other obligations
associated with such properties from the time of
commitment to acquire to the time that such locations
can be readied for opening as Company stores) refated
to these stores.* There can be no assurances, however,
that any additional locations will become available from
other retailers or that, if available, the Company will
undertake to bid or be successful in bidding for such
locations. Furthermore, to the extent that the Company
decides to purchase additional store locations, it may be
necessary to finance such acquisitions with additional
long term borrowings™

From time to time, the Company repurchases shares
of its stock. These purchases are reflected as treasury
stock in the equity section of the balance sheet.
During fiscal 2003, the Company did not repurchase
any shares of its stock. During fiscal 2003, the
Company reissued 51,045 shares of treasury stock as
part of its required contribution to the Company’s
401(k) and profit sharing plans. As of May 31, 2003
the Company had authority to purchase an additional
$3.6 million of its stock.

Working capital decreased to $203.1 million at May
31, 2003 from $236.3 million at June 1, 2002. At June
2, 2001, working capital was $296.7 million.

Net cash provided by operating activities of $74.0
million for fiscal 2003 decreased by $159.4 million
from $233.4 million in net cash provided by operating
activities for fiscal 2002. This decrease in net cash
from operations was due primarily to a decrease the
Company’s accounts payable position as of May 31,
2003 compared with June 1, 2002,

On August 14, 2003, the Board of Directors of the
Company declared a cash dividend in the amount of
three cents (.03) per share payable on December 8,
2003 to stockholders of record on November 14,
2003. The Company expects the paid dividend to be
approximately $1.3 million. On October 24, 2002, the
Board of Directors of the Company declared a cash
dividend in the amount of two cents ($0.02) per share.
This cash dividend was paid on November 30, 2002,
to stockholders of record on November 6, 2002. The
paid dividend amounted to $0.9 million.

The Company'’s long-term borrowings at May 31,
2003 consisted of an industrial development refunding
bond of $7.0 million issued by the New Jersey
Economic Development Authority (the “Refunding
Bonds”), a $1.7 million loan from the Burlington
County Board of Chosen Freeholders and capital
lease obligations of $26.8 million.

The Refunding Bonds consist of serial and term bonds.
The serial bonds aggregate $0.6 million and mature on
September 1, 2003. The term bonds consist of two
portions, $1.4 million maturing on September 1, 2005
and $5.0 million maturing on September 1, 2010. The
serial bonds bear interest at 5.4% per annum, and the
term bonds bear interest at the rates of 5.6% for the
portion maturing on September 1, 2005 and 6.125% per
annum for the portion maturing on September 1, 2010.
The average interest rate and average scheduled
maturity of the Refunding Bonds are 6.0% and 4.3
years, respectively. During fiscal 2003, the Company
expended approximately $0.6 million for the repayment
of the Refunding Bonds. Payment of the principal and
interest are guaranteed under an irrevocable letter of
credit in the amount of $7.8 million.

On December 5, 2001, the Company borrowed $2.0
million from the Burlington County Board of Chosen
Freeholders. The proceeds were used for part of the
acquisition and development costs of a new

*Forward Looking Statement. See Safe Harbor Statement on page 8.




warehouse facility in Edgewater Park, New Jersey.
The loan is interest-free and matures on January 1,
2012. The loan is to be repaid in monthly installments
of $16,667, which began on February 1, 2002.

On August 15, 2003, the Company and its wholly-
owned subsidiary, Burlington Coat Factory
Warehouse of New Jersey, Inc., entered into a Note
Purchase Agreement with a group of institutional
investors for the sale of an aggregate of $100 million
of Senior Notes. The Notes will be issued in two
tranches. The Series A Notes will aggregate $36
million at an interest rate of 4.06% due September 30,
2010 with an average life of five years. The Series B
Notes will aggregate $64 million at an interest rate of
4.67% due September 30, 2013 with an average life
of seven years. The closing of the transaction is
scheduled for September 30, 2003. The Company
intends to use the proceeds from the sale of the Notes
for general corporate purposes and the build-out of
additional stores, including associated real estate
acquisitions.

The Company has capital iease obligations relating to
two of its stores. The lease terms for these locations
extend over twenty-five years and twenty-two years.
The capital lease obligations equal the present value
of the minimum lease payments under the leases and
amounted to $27.1 million. During fiscal 2003, $0.2
million of lease payments were applied against the
capital lease obligations and $2.1 million were applied
to interest expense.

As of May 31, 2003 and June 1, 2002, the Company
had in place a committed four year revolving line of
credit agreement in the amount of $100.0 million. The
term of the committed revolving line of credit
automatically renews for an additional year on its
anniversary unless the lender gives notice of its
intention to not renew in which case the revolving line
of credit will continue until the remaining three year
term expires. The Company also has in place an
additional $10.0 million in uncommitted lines of credit.
The uncommitted lines of credit are cancelable by the
lenders at any time. Short term borrowings against the
Company’s lines of credit bear interest at or below the
lending bank’s prime rate (4.25% at May 31, 2003).
The Company had letter of credit commitments
outstanding against the committed line of credit of
$26.4 million at the end of fiscal 2003 and $21.0
million at the end of fiscal 2002. At May 31, 2003, the
Company had no borrowing under these lines of
credit. Maximum borrowing amounted to $43.5 million
during the first quarter of fiscal 2003 and $74.8 million
during the second quarter of fiscal 2003. For the
comparative periods of a year ago, the maximum
borrowings were $54.8 million and $50.2 million,
respectively. The average borrowing under these

credit lines during the first quarter of fiscal 2003 was
$19.3 million, at an average interest rate of 2.3%.
During the second quarter of fiscal 2003, the average
borrowing under the lines of credit was $47.3 million
at an average interest rate of 2.3%. The average
barrowing during the first quarter of fiscal 2002 was
$38.1 million at an average interest rate of 4.2%.
During the second quarter of fiscal 2002, the average
borrowing was $22.5 million at an average interest
rate of 3.5%. During the third and fourth quarters of
fiscal 2003 and 2002, there were no borrowings under
these lines of credit. Borrowings under the Company’s
lines of credit were necessary during the current
year's first six months primarily because of the
purchase of inventory during the period and capital
expenditure requirements.

In addition, the Company had letter of credit
agreements with a bank in the amount of $3.5 million
and $5.1 million guaranteeing performance under
various leases, insurance contracts and utility
agreements at the end of fiscal 2003 and fiscal 2002,
respectively.

The Company believes that its current capital
expenditures and operating requirements can be
satisfied from internally generated funds, from the
scheduled completion of the sale $100 million of
senior notes, from short term borrowings under its
revolving credit agreement as well as uncommitted
lines of credit.* Furthermore, to the extent that the
Company decides to purchase additional store
locations, or to undertake unusual transactions such
as an acquisition, it may be necessary to finance such
transactions with additional iong term borrowings.*

inflation

Historically, the Company has been able to increase its
selling prices as the costs of merchandising and related
operating expenses have increased, and therefore,

inflation has not had a significant effect on operations.”

*Forward Looking Statement. See Safe Harbor Statement on page 8.
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Quantitative and Qualitative Disclosures
About Market Risks

The Company does not have any derivative financial
instruments. The Company'’s primary market risk
exposure with regard to financial instruments is to
changes in interest rates. Pursuant to the terms of
certain revolving credit arrangements, changes in the
lenders’ prime rate, LIBOR or other stated interest
rates could affect the rates at which the Company
could borrow funds thereunder. At May 31, 2003, the
Company had no outstanding borrowings against the
credit facilities. The table below summarizes the fair
value and contract terms of the Company'’s fixed rate
debt and capital lease obligations at May 31, 2003:

Scheduled Maturity Date of Long-Term Debt and
Capital Lease Obligations (Including Current Portion)
at May 31, 2003 (in thousands):

Fixed Rate Debt Average Interest

and Lease Obligations Rate

2004 $ 921 4.7%
2005 1,047 5.0%
2006 1,190 5.3%
2007 1,288 5.7%
2008 1,397 7.9%
Thereafter 29,662 8.0%
Total $35,505

Fair Value at

May 31, 2003 $37,030

Safe Harbor Statement

Statements made in this report that are forward-
looking (within the meaning of the Private Securities
Litigation Reform Act of 1995) are not historical facts
and involve a number of risks and uncertainties. Such
statements include but are not limited to, proposed
store openings and closings, proposed capital
expenditures, projected financing requirements,
proposed developmental projects, projected sales and
earnings, and the Company'’s ability to maintain
selling margins. Among the factors that could cause
actual results to differ materially are the following:
general economic conditions; consumer demand;
consumer preferences; weather patterns; competitive
factors, including pricing and promotional activities of
major competitors; the availability of desirable store
locations on suitable terms; the availability, selection
and purchasing of attractive merchandise on
favorable terms; import risks; the Company’s ability to
control costs and expenses; unforeseen computer
related problems; any unforeseen material loss or
casualty; the effect of inflation; and other factors that
may be described in the Company’s filings with the
Securities and Exchange Commission. The Company
does not undertake to publicly update or revise its
forward-looking statements even if experience or
future changes make it clear that any projected results
expressed or implied will not be realized.




Consolidated Statements

Consclidated Balance Sheets May 31, 2003

June 1, 2002

ASSETS
Current Assets:

Cash and Cash Equivalents . ........... ... ... ... ... $27,304 $122,474
Restricted Cash and Cash Equivalents .......................... 8,826 6,500
InvestmentsS . . ... e 15,266 —
Accounts Receivable (Net of Allowance for Doubtful
Accounts of $4,655 in 2003 and $3,994 in2002) ................ 16,927 14,773
Merchandise Inventories ......... ... ... . e 583,133 564,652
Deferred Tax Asset . ....... ..o i i 16,050 10,534
Prepaid and Other Current Assets ................ .. ... ..., 15,378 31,782
Total Current ASSEetS . ... .. i e 683,484 750,715
Property and Equipment (Net of Accumulated Depreciation) ............ 575,322 482,072
Investments ... ... e 22 19
Intangible Assets (Net of Accumulated Amortization of $15,740 in 2003
and $13,4100in2002) . . ... .. 44,567 33,156
Other ASSetS . . . 7,068 7,829
Deferred Tax AsSets ... ... i e 6,263 —
Total ASSElS .. .. $1,316,726 $1,273,791
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts Payable . ......... ... .. .. . . $312,124 $372,726
Income Taxes Payable ........... ... ... ... . . . it 10,458 5424
Other Current Liabilities .. ........ ... . i 156,874 135,424
Current Maturities of Long TermDebt ............. ... . ........ 918 828
Total Current Liabilities . . .............. .. .. ... 480,374 514,402
Long Term Debt ... ... . 34,587 22,245
Other Liabilities . ...... ... . 13,744 13,795
Deferred Tax Liability .. ... ... e — 851
Commitments and Contingencies
Stockholders' Equity:
Preferred Stock, Par Value $1; Authorized 5,000,000 shares,
noneissued and outstanding . ....... ... .. ... . — —
Common Stock, Par Value $1; Authorized 100,000,000 shares;
49,765,797 issued at May 31, 2003; 49,748,797 shares
issuedatdune 1, 2002 . ... .. . ... 49,766 49,749
Capitalin Excessof ParValue ......... .. ... .. ... .. ... .. ... .. ... 22,031 21,259
Retained Earnings . ... i e 776,153 712,089
Accumulated Other Comprehensive Income (Loss) .................... 1 (2)
Note Receivable from Stock Options Exercised .. ..................... (83) (100)
Treasury Stock at Cost; 2003-5,219,031 shares; 2002-5,270,376
ShareS ... e (59,847) (60,497)
Total Stockholders’ Equity . ......... ... ... ... .. . ... .. 788,021 722,498
Total Liabilities and Stockholders’ Equity .. .......... ... ... .. ....... $1,316,726 $1,273,791

See notes to Consolidated Financial Statements.

(All amounts in thousands, except share data)




Year Ended (52 Weeks)

. . May 31, June 1, June 2,
Consolidated Statements of Operations 2003 2002 2001
REVENUES:

NEt SIS . . ottt $2,697,359  $2,577,206 $2,400,289
[ {3 1= T2 Too T o1 27,332 25,624 28,295
2,724,691 2,602,830 2,428,584
COSTS AND EXPENSES:
Cost of Sales {(Exclusive of Depreciation and Amortization) ......................... 1,686,955 1,612,644 1,517,676
Selling and Administrative Expenses ........... ... . . ... 854,192 818,346 743,376
DEPreCiatioN . ... 69,094 59,608 49,300
AMOrtiZatioN ... e 7,367 3,750 3,640
Interest EXPENSE ... . e 2,784 965 1,578
2,620,392 2,495,313 2,315,468
Income Before Provision forlncome Tax ... .. .. i i 104,299 107,517 113,116
Provision for InCOmMeE TaX ... e e e 39,342 40,653 42,091
NEEIMCOME oo e e e e $64,957 $66,864 $71,025
Basic and Diluted Net Income Per Share:
Basic NEtINCOME ...ttt e e e i $1.46 $1.51 $1.60
Difuted NEt INCOME . ... ot e e e $1.46 $1.50 $1.60
Weighted Average Shares Qutstanding .......... ... ... i i i i 44,476,085 44,418,290 44,336,331
Dividends Per Share ... ... .. .iu it e e e s $.02 $.02 $.02

See notes to Consolidated Financial Statements.

Consolidated Statements of Stockholders’ Equity
Fiscal Year Ended June 2, 2001, June 1, 2002 and May 31, 2003

(All amounts in thousands, except share data)

Accumulated Note
Capital in Other Receivable
Common  Excess of Retained Comprehensive from Options Treasury
Stock Par Value  Earnings Income {Loss) Exercised Stock Total
Balance at June 3, 2000 $49,703  $19,937  $575,994 ($359) (5100) ($58,834)  $586,341
Comprehensive income:
Netlncome . ... ... ... ... oo, 71,025 71,025
Net Unrealized Gain on Noncurrent Marketable
Securities, Netof Tax ................... 356 356
Total Comprehensive income ................ 71,381
Stock Options Exercised . ... ................ 12 94 106
Treasury Stock Transactions . ................ 507 (2,158) (1,651)
Dividends ......... .. ... i i (906) {9086)
Balance at June 2, 2001 49,715 20,538 646,113 (3) {100) (60,992) 655,271
Comprehensive Income:
Netincome..... ... ... ... .o e, 66,864 66,864
Net Unrealized Gain on Noncurrent Marketable
Securities, Netof Tax . .................. 1 1
Total Comprehensive Income ................ 66,865
Stock Options Exercised . . ..........coovvennn 34 407 441
Treasury Stock Transactions ................. 314 495 809
Dividends ..........o e (888) (888)
Balance at June 1, 2002 49,749 21,259 712,089 (2) (100) (60,497) 722,498
Comprehensive Income:
Netlncome .............. .. ... .. ..., 64,957 64,957
Net Unrealized Gain on Noncurrent Marketable
Securities, Netof Tax ................... 3 3
Total Comprehensive Income . ............... 64,960
Stock Options Exercised .. ................... 17 505 522
Repayment of Note Receivable from Options
Exercised ....... ... ... ... i 17 17
Treasury Stock Transactions ................. 267 650 917
Dividends ...... ... .. ... .. i (893) (893)
Balance atMay 31,2003 .................... $49,766  $22,031 $776,153 $1 (883) ($59,847)  $788,021
See notes to Consolidated Financial Statements. (All amounts in thousands)
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Year Ended (52 Weeks)

Consolidated Statements of Cash Flows

May 31, Junei, June2,
2003 2002 2001

OPERATING ACTIVITIES
NetIncome .. ..
Adjustments to Reconcile Net Income to

Net Cash Provided by Operating Activities:
Depreciation and Amortization .......... ... . . . .
Provision for Losses on Accounts Receivable ...........................
Provision for Deferred Income Taxes . ...,

(Gain) Loss on Disposition of Fixed Assets .............. ... ... ... ......

Non-Cash Rent Expenseand Other .... ... ... ... ... ... . ...
Changes in Assets and Liabilities: ................ ... ... ..o i,
INVEStMENtS . .. e e
Accounts Receivable ....... ... ... .. . e
Merchandise Inventories ........ ... . ... .. ... e
Prepaids and Other CurrentAssets ...............................
Accounts Payable .. ... .. ... e
Other Current Liabilities and Income Taxes Payable .................
Deferred Rentincentives ............ ... . ... . . i

$64,957  $66,864  $71,025

76,461 63,358 52,840
9,895 12,108 8,175
(12,630)  (1,460)  (1,612)

(837)  (1,924) 496
249 200 2,138
(15,266) — —

(11,503)  (11,219)  (8,397)
(18,481)  (29,223) (22,411
16,404 3,079  (11,095)
(60,602) 112,048  (13,659)
26,484 20,633 5,182
(1,121)  (1,075)  (1,085)

Net Cash Provided by Operating Activities .........................

74,010 233,389 81,597

INVESTING ACTIVITIES

Acquisition of Property and Equipment . .......... . ... .. ... ... ol
Proceeds from Sale of Fixed Assets ... ....... ... i
Proceeds from Sale of Held-to-Maturity Investments .....................
Proceeds from Sale of Available-for-Sale Investments . ...................
Lease Acquisition COStS ... ... i
issuance of Notes Receivable . ............ . .. ... .. ... ... L.
Receipts Against Long-Term Notes Receivable . ..................... ...
Acquisition of Held-to-Maturity Investments . . ...........................
Acquisition of Available-for-Sale Investments ...........................
Other o e

(148,815) (167,763) (95,772)

3,230 5,647 258
— 6,200 13,700
— —_ 25,000

(18,779)  (24,769)  (5,680)
(6,350)  (2,965) —

4,089 60 73
— —  (14,200)

— — (6,500
759 113 35

Net Cash Used in Investing Activities . .............................

(165,866) (183.477)  (83,086)

FINANCING ACTIVITIES

Principal Payments on Long-TermDebt ...... ... .. ... .. ... . ... . .. ....... (934) (707)  (44,905)
Proceeds from Long-TermDebt . ... ... . .. . —_ 2,000 —
Issuance of Common Stock Upon Exercise of Stock Options ........... ... . ... 522 441 106
Treasury Stock Transactions . .. ... .. ottt s 917 809 (3,217)
Payment of Dividends .. ....... . . (893) (888) (906)

Net Cash (Used in) Provided by Financing Activities ...................... (388) 1,855  {48,922)

(Decrease) Increase in Cash and Cash Equivalents ..................
Cash and Cash Equivalents and Restricted Cash at Beginning of Period

(92,244) 51,667 (50,411)
128,974 77,407 127,818

Cash and Cash Equivalents and Restricted Cash at End of Period ..........

$36,730 $128,974  $77,407

Suppiemental Disclosure of Cash Flow Information:
Interest Paid ... ... . .

$2,792 $969 $3,612

Income Taxes Paid . ... ... i e e s

346,744 344,991  $52,308

Supplemental Disclosure of Non-Cash investing and Financing Activities:

Capital Lease Obligation ....... .. .. i i

$13,366  $13,715 $—

See notes to Consolidated Financial Statements.
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NOTES 7O CONSGLIDATED
FINANCIAL STATEMENTS

A. Summary of Significant Accounting Policies

1. Business

Burlington Coat Factory Warehouse Corporation and
its subsidiaries (the “Company”) operate stores, in 42
states, which sell apparel, shoes and accessories for
men, women and children. A majority of those stores
offer a home furnishings and linens department and a
juvenile furniture department. The Company operates
stores under the names “Burlington Coat Factory
Warehouse” (three hundred seven stores), “Cohoes
Fashions”(five stores), “Decelle” (seven stores),
“Luxury Linens” (four stores), “Totally 4 Kids” (one
store), “Baby Depot” (one store) and “MJM Designer
Shoes” (ten stores). Cohoes Fashions offers
merchandise in the middle to higher price range.
Decelle offers merchandise in the moderate price
range for the entire family with an emphasis on
children’s and youth wear. Luxury Linens is a
specialty store for linens, bath shop items, gifts and
accessories and offers merchandise in the middie to
higher price range. Totally 4 Kids is a moderate to
upscale concept store offering maternity wear, baby
furniture, children’s wear from toddlers up to teens,
children’s books, toys, computer software for kids and
educational tapes in a family environment. Baby
Depot is a stand alone infant and toddler store
specializing in infant and toddler appare!, furnishings
and accessories. MJM Designer Shoes offers
moderately priced designer and fashion shoes.

2. Principles of Consclidation

The consolidated financial statements include the
accounts of Burlington Coat Factory Warehouse
Corporation and its subsidiaries. All intercompany
transactions and balances have been eliminated in
consolidation.

3. Use of Estimates

The Company's consolidated financial statements
have been prepared in conformity with accounting
principles generally accepted in the United States of
America. Certain amounts included in the
consolidated financial statements are estimated
based on currently available information and
management’s judgment as to the outcome of future
conditions and circumstances. While every effort is
made to ensure the integrity of such estimates,
including the use of third party specialists where
appropriate, actual results could differ from these
estimates.

4. Cash and Cash Equivalents

Cash and cash equivalents represent cash and short-
term, highly liquid investments with maturities of three
months or less at the time of purchase. Cash
equivalent investments amounted to $13.8 million at
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May 31, 2003 and $119.0 million at June 1, 2002. The
Company is required to maintain compensating cash
balances at two of its banks amounting to $0.4 million
at May 31, 2003.

5. Investments

The Company classifies its investments in debt and
equity securities into held-to-maturity, available-for-
sale or trading categories in accordance with the
provisions of Statement of Financial Accounting
Standards (“SFAS”) No. 115, Accounting For Certain
Investments in Debt and Equity Securities. Debt
securities are classified as held-to-maturity when the
Company has the positive intent and ability to hold the
securities to maturity. Held-to-maturity securities are
stated at amortized cost. The Company’s debt
securities not classified as held-to-maturity are
classified as trading securities and are carried at fair
market value, with unrealized gains and losses
included in earnings. The Company’s investments not
classified as held-to-maturity or trading securities are
classified as available-for-sale and are carried at fair
market value, with unrealized gains and losses, net of
tax, reported as a separate component of
stockholders’ equity.

6. Inventories

Merchandise inventories are valued at the lower of
cost, on a First In First Out (FIFO) basis, or market, as
determined by the retail inventory method.

7. Properiy and Equipment

Property and equipment are stated at cost and
depreciation is computed on the straight line method
over the estimated useful lives of the assets. The
estimated useful lives are between 20 and 40 years
for buildings, depending upon the expected useful life
of the facility, and three to ten years for store fixtures
and equipment. Leasehold improvements are
depreciated over a ten year period or lease term,
whichever is less. Repairs and maintenance
expenditures are charged to expense as incurred.
Renewals and betterments, which significantly extend
the useful lives of existing property and equipment,
are capitalized. Assets recorded under capital leases
are amortized over the lease term. Depreciation of
assets recorded as capital leases is included in
Depreciation on the Consolidated Statement of
Operations.

8. Intangible Assets

Intangible assets primarily consist of leasehold
purchases, which are amortized over the minimum life
of the related lease term.

9. Cther Assefs
Other assets consist primarily of notes receivable.




10. Other Current Liabilities

Other current liabilities.primarily consist of sales tax
payable, unredeemed store credits and gift
certificates, accrued insurance costs, accrued
operating expenses, payroll taxes payable and other
miscellaneous items.

11. Store Opening Expenses
Expenses related to new store openings are charged
to operations in the period incurred.

12. Derivatives and Hedging Activities
The Company does not have any derivative financial
instruments.

13. Income Taxes

The Company accounts for income taxes in
accordance with SFAS No. 109, Accounting for
Income Taxes. Deferred income taxes have been
recorded to recognize temporary differences, which
result from revenues and expenses being recognized
in different periods for financial reporting purposes
than for income tax purposes.

14. Basic and Diluted Net Income Per Share

SFAS No. 128, Earnings Per Share, requires dual
presentation of basic and diluted earmnings per share
and requires reconciliation of the numerators and
denominators of the basic and diluted earnings per
share calculation. Basic and diluted net income per
share is based on the weighted average number of
shares outstanding during each period. The amounts
used in the calculation of dilutive net income per
share are as follows:

Year Ended {52 Weeks)

May 31, June1, June2,
2003 2002 2001

Net Income $64,957 $66,864 $71,025

Weighted Average Shares

Outstanding 44476 44,418 44,336
Effect of Dilutive Stock
Options 72 66 50

Weighted Average Shares
Outstanding, Assuming

Dilution 44,548 44484 44,386
Diluted Net Income Per
Share $1.46 $1.50 $1.60

(all amounts in thousands, except per share data)

Options to purchase 28,420 shares of common stock
were outstanding during fiscal 2003, but were not
included in the computation of weighted average
shares outstanding, assuming ditution, because the

options’ exercise price is greater than the average
market price of common shares and therefore would
be antidilutive.

15. Other Income

Other income consists of rental income received from
leased departments, interest income and
miscellaneous items.

16. Advertising Costs

The Company’s net advertising costs consist primarily
of newspaper and television costs. The production
costs of net advertising are charged to expense as
incurred. Net advertising expenses, included in Selling
and Administrative Expenses on the Consolidated
Statement of Operations, for the twelve months ended
May 31, 2003, June 1, 2002 and June 2, 2001 were
$61.2 million, $62.1 million, and $59.7 million,
respectively.

17. impairment of Long Lived Assets

The Company accounts for impaired long-lived assets
in accordance with SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets. This
statement requires that long-lived assets and certain
identifiable intangibles to be held and used by an
entity be reviewed for impairment whenever events or
changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Also, in
general, long-lived assets and certain intangibles to
be disposed of should be reported at the lower of the
carrying amount or fair value less cost to sell. The
Company considers historical performance and future
estimated results in its evaluation of potential
impairment and then compares the carrying amount of
the asset to the estimated future cash flows expected
to result from the use of the asset. If the carrying
amount of the asset exceeds the estimated expected
undiscounted future cash flows, the Company
measures the amount of the impairment by comparing
the carrying amount of the asset to its fair value. The
estimation of fair value is generally measured by
discounting expected future cash flows at the rate the
Company utilizes to evaluate potential investments.

18. Stock-Based Compensation

SFAS No. 123, Accounting for Stock Based
Compensation, as amended by SFAS No. 148,
Accounting for Stock Based Compensation—
Transition and Disclosure, an Amendment of FASB
Statement No. 123, encourages, but does not require
companies to record compensation cost for stock-
based employee compensation plans at fair value.
The Company has chosen to continue to account for
stock-based compensation using the intrinsic method
prescribed in Accounting Principles Board (“APB”)




Opinion No. 25, Accounting for Stock Issued to
Employees, and related Interpretations. Accordingly,
compensation cost for stock options is measured as
the excess, if any, of the quoted market price of the
Company’s stock at the date of the grant over the
amount an employee must pay to acquire the stock
(See Note N). The following table illustrates the effect
on net income and net income per share if the
Company had applied the fair value recognition
provisions of SFAS No. 123.

Year Ended (52 Weeks)

May 31, June1d, June2,
2003 2002 20901

Net income as reported $64,957 $66,864 $71,025
Expense under fair value

method, net of tax effect (708) (374) (251)

Pro forma net income $64,249 $66,490 $70,774

Income per share:

Basic—as reported $1.46 $1.51 $1.60
Diluted—as reported $1.48 $1.50 $1.60
Basic—pro forma $1.44 $1.50 $1.60
Diluted—pro forma $1.44 $1.49 $1.59

(all amounts in thousands, except per share data)

19. Comprehensive Income

The Company presents comprehensive income as a
component of stockholders’ equity in accordance with
SFAS No. 130, Reporting Comprehensive Income.

2Q. Revenue Recognition

The Company records revenue at the time of sale and
delivery of merchandise. The Company records
revenue net of allowances for estimated future returns.

21. Leased Department Income

The Company records the net of leased department
revenues and related costs to other income. Leased
department income, included in other income,
amounted to $8.4 million, $9.1 million and $8.9 million
for the years ended May 31, 2003, June 1, 2002 and
June 2, 2001, respectively.

22. Vendor Rebates and Allowances

Prior to the adoption of Emerging Issues Task Force
("EITF”) Issue No. 02-16, Accounting by a Customer
(including a Reseller) for Customer Consideration
Received from a Vendor, the Company recorded cash
consideration received from a vendor that represented
reimbursement of a specific, incremental, identifiable
cost as a reduction of cost of sales or selling and
administrative expense when the associated cost was
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recorded. All other cash consideration received from
vendors was recorded as reduction of cost of sales.

Subsequent to the adoption of EITF No. 02-186, the
Company recorded cash consideration received from
a vendor that represented reimbursement of a
specific, incremental, identifiable cost as a reduction
of cost of sales or selling and administrative expense
when the associated cost was recorded. All other
cash consideration received from vendors was
recorded as reduction of cost of sales when the
related inventory was sold (See Note (A)(24)(j)).

23. Capitalized Computer Software Costs

In March 1998, the American Institute of Certified
Public Accountants ("AICPA”) issued Statement of
Position (“SOP”) 98-1, Accounting for the Costs of
Computer Software Developed for or Obtained for
Internal-Use. The SOP requires the capitalization of
certain costs incurred after the date of adoption in
connection with developing or obtaining software for
internal use. The Company capitalized $4.1 million
and $4.0 million relating to these costs during fiscal
2003 and fiscal 2002, respectively.

24. Recent Accounting Pronouncemenis

a. In June 2001, the Financial Accounting Standards
Board (“FASB”) issued SFAS No. 142, Goodwill and
Other Intangible Assets. SFAS No. 142 addresses the
initial recognition and measurement of intangible
assets acquired outside of a business combination
and the accounting for goodwill and other intangible
assets subsequent to their acquisition. SFAS No. 142
provides that intangible assets with finite useful lives
be amortized and that goodwill and intangible assets
with indefinite lives will not be amortized, but will
rather be tested at least annually for impairment.
Under the provisions of SFAS No. 142, any
impairment loss identified upon adoption of this
standard is recognized as a cumulative effect of a
change in accounting principle. Any impairment loss
incurred subsequent to initial adoption of SFAS No.
142 is recorded as a charge to current period
earnings. SFAS 142 is effective for fiscal years
beginning after December 15, 2001 to all goodwill and
other intangible assets recognized in an entity’s
balance sheet at that date regardless of when those
assets were initially recognized. The Company
adopted SFAS No. 142 on June 2, 2002. The
adoption did not have a material effect on the
Company'’s earnings or financial position.

b. In June 2001, the FASB issued SFAS No. 143,
Accounting for Asset Retirement Obligations. SFAS
No. 143 addresses accounting standards for
obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement
costs and is effective for fiscal years beginning after




June 15, 2002. The Company has assessed the
impact of the adoption of this statement on its
consolidated financial statements and determined that
it will not have a material effect on the Company’s
earnings or financial position.

¢. In August 2001, the FASB issued SFAS No. 144,
Accounting for the Impairment or Disposal of Long-
Lived Assets. SFAS No. 144 supersedes SFAS No.
121, Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed of,
and the reporting provisions of APB Opinion No. 30,
Reporting the Results of Operation—Reporting the
Effects of Disposal of a Segment of a Business and
Extraordinary, Unusual and Infrequently Occurring
Events and Transactions for the Disposal of a
Segment of a Business. SFAS No. 144 is effective for
fiscal years beginning after December 15, 2001. The
Company adopted SFAS No. 144 on June 2, 2002.
The Company’s adoption of this statement did not
have a material effect on its consolidated financial
statements.

d. The FASB issued SFAS No. 145, Rescission of
FASB Statements No. 4, 44, and 64, Amendment of
FASB Statement No. 13, and Technical Corrections,
in April 2002. SFAS No. 145 rescinds, amends or
makes various technical corrections to certain existing
authoritative pronouncements. Among other things,
SFAS No. 145 changes the accounting for certain
gains and losses resuiting from extinguishments of
debt by requiring that a gain or loss from
extinguishments of debt be classified as an
extraordinary item only if it meets the specific criteria
of APB Opinion No. 30. SFAS No. 145 also requires
that cash flows from all trading securities be classified
as cash flows from operating activities in its statement
of cash flows. The provisions of this statement related
to the rescission of SFAS No. 4 are effective for fiscal
years beginning after May 15, 2002. Certain
provisions of the statement relating to SFAS No. 13
are effective for transactions occurring after May 15,
2002. All other provisions of the statement are
effective for financial statements issued on or after
May 15, 2002. As a result of the Company's adoption
of SFAS No. 145, extraordinary loss, related to the
Company'’s early extinguishment of debt for the fiscal
year ended June 2, 2001, was reclassified.

e. The FASB issued SFAS No. 146, Accounting for
Costs Associated with Exit or Disposal Activities, in
June 2002. SFAS No. 146 changes the standards for
recognition of a liability for a cost associated with an
exit or disposal activity. SFAS No. 146 requires that a
liability for a cost associated with an exit or disposal
activity be recognized when the liability is incurred.
SFAS No. 146 establishes that fair value is the
objective for initial measurement of the liability. SFAS
No. 146 nullifies the guidance of Emerging Issues
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Task Force (“EITF") 94-3, Liability Recognition for
Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs in a
Restructuring), under which an entity recognized a
liability for an exit cost on the date that the entity
committed itself to an exit plan. SFAS No. 146 is
effective for exit or disposal activities that are initiated
after December 31, 2002. The Company adopted
SFAS No. 146 during fiscal 2003 (See Note F). The
adoption of SFAS No. 146 by the Company during
fiscal 2003 did not have a material effect on the
Company'’s financial statements.

f. In December 2002, the FASB issued SFAS No.
148, Accounting for Stock-Based Compensation—
Transition and Disclosure, an Amendment of FASB
Statement No. 123. SFAS No. 148 amends FASB No.
123, Accounting for Stock-Based Compensation and
Accounting Principles Board (“APB”) Opinion No. 28,
Interim Financial Reporting. It provides for alternative
methods of transition for an entity which voluntarily
changes to the fair value based method of accounting
for stock-based employee compensation and amends
the disclosure requirements of an entity’s accounting
for stock-based compensation on both an annual and
interim financial reporting basis. Certain provisions of
FASB No. 148 related to FASB No. 123 and APB No.
28 are effective for reports containing condensed
financial statements for interim periods beginning after
December 15, 2002. All other provisions of the
statement are effective for financial statements for
fiscal years ending after December 15, 2002. The
adoption of SFAS No. 148 will require the Company to
disclose the effects of its stock based employee
compensation in interim financial statements
beginning with the first quarter of fiscal 2004. The -
Company has adopted the annual disclosure
requirements of SFAS No. 148.

g. In May 2000, EITF issued EITF Issue No. 00-14,
Accounting for Certain Sales Incentives. This Issue
addresses the recognition, measurement and income
statement classification of certain sales incentives.
EITF No. 00-14 is effective for annual or interim
financial statements for periods beginning after
December 15, 2001. The Company adopted EITF No.
00-14. The Issue did not have a material effect on the
Company's earnings or financial position.

h. In May 2000, the EITF issued EITF Issue No. 00-
25, Vendor Income Statement Characterization of
Consideration Paid to a Reseller of the Vendor's
Products. This Issue addresses the financial statement
classification of consideration received by a reseller
from a vendor. EITF No. 00-25 is effective for annual
or interim financial statements for periods beginning
after December 15, 2001. The Company adopted EITF
No. 00-25. The Issue did not have a material effect on
the Company’s earnings or financial position.




i. In November 2001, the EITF issued EITF Issue No.
01-9, Accounting for Consideration Given to a
Customer (Inciuding a Reseller of the Vendor's
Products). This Issue requires, among other things,
that consideration paid to customers should be
classified as a reduction of revenue unless certain
criteria are met. EITF No. 01-9 is effective for annual
or interim financial statements for periods beginning
after December 15, 2001. The Company adopted
EITF No. 01-9. The Issue did not have an impact on
the Company’s earnings or financial position.

j. In November 2002, the EITF issued sections of
EITF Issue No. 02-16, Accounting by a Customer
(including a Reseller) for Certain Consideration
Received from a Vendor. The released sections of
Issue No. 02-16 specifically address when a reseller
should account for cash consideration received from a
vendor as an adjustment of cost of sales, revenue, or
as a reduction to a cost incurred by the reseller.
Application by the Company of EITF Issue No. 02-16
resulted in approximately $1.4 million of consideration
received from vendors being recorded as a reduction
of inventory at May 31, 2003.

k. In November of 2002, the FASB issued FASB
Interpretation ("FIN") No. 45, Guaranter's Accounting
and Disclosure Requirements for Guarantees
Including Guarantees of Indebtedness of Others. FIN
No. 45 requires entities to establish liabilities for
certain types of guarantees, and expands financial
statement disclosures for others. The accounting
requirements of FIN No. 45 are effective for
guarantees issued or modified after December 31,
2002, and the disclosure requirements are effective
for financial statements of interim or annual periods
ending after December 15, 2002. The Company has
adopted the requirements of FIN No. 45, The adoption
of FIN No. 45 did not have any impact on the
Company’s financial position or results of operations.

I. In January of 2003, the FASB issued FIN No. 46,
Consolidation of Variable Interest Entities. FIN No. 46
requires the consolidation of entities that cannot
finance their activities without the support of other
parties and that lack certain characteristics of a
controlling interest, such as the ability to make
decisions about the entity's activities via voting rights
or similar rights. The entity that consolidates the
variable interest entity is the primary beneficiary of the
entity’s activities. FIN No. 46 applies immediately to
variable interest entities created after January 31,
2003, and must be applied in the first period
beginning after June 15, 2003 for entities in which an
enterprise holds a variable interest entity that it
acquired before February 1, 2003. The Company’s
adoption of FIN No. 46 had no effect on its
consolidated financial statements.

16

25. Redassifications

Certain reclassifications have been made to the
current year’s interim financial information and to the
prior years’ financial statements to conform to the
classifications used in the current year.

B. Property and Equipment
Property and equipment consists of:

May 31, 2003
Capital
Owned Leases Total
Land $44,716 —  $447186
Buildings 156,992 $27,081 184,073
Store Fixtures and
Equipment 383,591 — 383,591
Leasehold Improvements 278,671 — 278,671
Construction in Progress 31,030 — 31,030
895,000 27,081 922,081
Less Accumulated
Depreciation (346,017) (742) (346,759)
$548,983 $26,339 $575,322

(in thousands)

June 1, 2002

Capital
Owned Leases Total
Land $41,038 —  $41,038
Buildings 149,923 $13,715 163,638
Store Fixtures and
Equipment 377,285 — 377,285
Leasehold Improvements 223,715 — 223,715
Construction in Progress 11,297 — 11,297
803,258 13,715 816,973
Less Accumulated
Depreciation (334,737) (164) (334,901)
$468,521 $13,551 $482,072
(in thousands)
C. Investmenis
Investments consist of:
May 31, 2003
Fair
Unrealized Market
Cost Gains Value
Trading Securities
(current):
Short Term Municipal
Bond Fund $15,153 $113 $15,266
Available-for-Sale
Investments (Long
Term):
Equity Investments $21 $1 $22

(in thousands)




June 1, 2002

Fair
Unrealized Market
Cost Losses Value
Available-for-Sale
Investments (Long Term):
Equity Investments $21 (%2) $19

(in thousands)

During fiscal 2002, $6.2 million of the Company's
held-to-maturity investments were called by the
issuing authority. Proceeds from the sale of these
investments were used to purchase money market
investments which are classified as restricted cash
and cash equivalents on the Company’s balance
sheet at May 31, 2003 and June 1, 2002. The $6.2
million of money market investments are pledged as
collateral for certain insurance contracts.

D. intangible Assets

Intangible assets consist primarily of leasehold
purchases, which are amortized over the minimum life
of the related lease term. Intangible assets as of

May 31, 2003 and June 1, 2002 are as follows:

May 31, 2003
Gross
Carrying Accumulated Net
Amount Amortization Amount
Leasehold
Purchases $59,844 $15,498 $44,346
Other 463 242 221
$60,307 $15,740 $44,567
(in thousands)
June 1, 2002
Gross
Carrying Accumulated Net
Amount Amortization Amount
Leasehold
Purchases $46,102 $13,199 $32,903
Other 463 210 253
$46,565 $13,409 $33,156

(in thousands)

Amortization expense amounted to $7.4 million, $3.8
million and $3.5 million for the twelve months ended
May 31, 2003, June 1, 2002 and June 2, 2001,
respectively. Amortization expense for each of the
next five fiscal years is estimated to be as follows:
fiscal 2004—$6.7 million; fiscal 2005—8$5.0 million;
fiscal 2006—%4.0 million; fiscal 2007—$3.0 million;
fiscal 2008—$1.8 million. Leaseholds acquired during
the twelve months ended May 31, 2003 and June 1,
2002 amounted to $18.8 million and $24.8 million,
respectively. Leaseholds acquired during the current
fiscal year have a weighted average amortization
period of approximately six years.
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E. Accounis Payable

Accounts payable consist of:

iiay 31, 2003 June 1, 2002

Accounts Payable-Trade $276,859 $297,116

Accounts Payable-Due
Banks 17,469 57,848
Other 17,796 17,762
$312,124 $372,726

(in thousands)

F. Store Exit Cosis

During the fourth quarter of fiscal 2001, the Company
approved a plan to relocate several stores during fiscatl
2002. At that time, the Company established a reserve
of $2.4 million for contractual lease payments and
other expenses to be incurred subsequent to the
closing of these stores. During fiscal 2002, the-
Company paid $1.0 million of these costs. In addition,
$1.0 million of the reserve was relieved due to an early
termination of the lease by the landlord. During the first
six months of fisca!l 2003, $0.4 million of payments for
rent and other rent related expenses were applied
against this reserve. As of May 31, 2003, all costs
related to the store closings had been paid.

In May 2003, the Company established a reserve of
$0.4 million covering lease obligations of closed
stores existing beyond May 31, 2003. Scheduled rent
related payments for each of the fiscal years 2004
and 2005 amount to $0.2 million. The Company
believes that this reserve is adequate to cover the
expected contractual lease payments and other costs
related to the closings.

G. Llines of Credif

Total lines of credit from all banks as of May 31, 2003
and June 1, 2002 amounted to $100 million in
committed credit and $10 million in uncommitted credit.

The Company's committed line of credit is a four year
commitment which renews for an additional year every
year. It is currently available through December 2007.
The uncommitted lines of credit are cancelable by the
bank at any time. Letters of credit outstanding against
these lines were $26.4 million and $21.0 million at May
31, 2003 and June 1, 2002, respectively.

At May 31, 2003, the Company had no borrowing
under these lines of credit. Maximum borrowing
amounted to $43.5 million during the first quarter of
fiscal 2003 and $74.8 million during the second quarter
of fiscal 2003. For the comparative periods of a year
ago, the maximum borrowing was $54.8 million and




$50.2 million, respectively. The average borrowing
under these credit lines during the first quarter of fiscal
2003 was $19.3 million, at an average interest rate of
2.3%. During the second quarter of fiscal 2003, the
average borrowing under the lines of credit was $47.3
million at an average interest rate of 2.3%. The
average borrowing during last year’s first quarter was
$38.1 million at an average interest rate of 4.2%.
During the second quarter of last year, the average
borrowing was $22.5 million at an average interest rate
of 3.5%. During the third and fourth quarters of fiscal
2003 and 2002, there were no borrowings under these
lines of credit. Borrowings under the Company’s lines
of credit were necessary during the first six months of
fiscal 2002 and fiscal 2003 primarily because of the
purchase of inventory during the periods and capital
expenditure requirements.

Short-term borrowings against these lines of credit
bear interest at or below the lending bank’s prime rate
(4.25% at May 31, 2003).

H. Llong-Term Debt

Long-term debt consists of;

May 31, 2003 June 1, 2002

Industrial Revenue Bonds,
6.0% due in semi-annual
payments of various
amounts from
September 1, 2003 to

September 1, 2010 $7,005 $7,560
Promissory Note, non-

interest bearing, due in

monthly payments of $17

through January 1, 2012 1,733 1,933
Capital Lease Obligations 26,767 13,580
Subtotal 35,505 23,073
l.ess Current Portion (918) (828)
Long-Term Debt $34,587 $22,245

(in thousands)

The Industrial Revenue Bonds were issued in
connection with the construction of the Company’s
existing distribution center. The Bonds are secured by
a first mortgage on the Company’s existing distribution
center. Indebtedness, totaling $7.0 million, is secured
by land and buildings with a net book value of $16.8
million at May 31, 2003, and payment of interest and
principal is guaranteed under an irrevocable letter of
credit in the amount of $7.8 million.

On December 5, 2001, the Company borrowed $2.0
million from the Burlington County Board of Chosen
Freeholders. The proceeds were used for part of the
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acquisition and development costs of a new
warehouse facility in Edgewater Park, New Jersey.
The loan is interest-free and matures on January 1,
2012. The Ioan is to be repaid in monthly installments
of $16,667 which began on February 1, 2002.

Long-term debt scheduled maturities in each of the
next five fiscal years is as follows: 2004-$0.8 million;
2005-%0.9 million; 2006-$0.9 million; 2007-$1.0
million; and 2008-$1.1 million.

Scheduled maturities of the Company's capital lease
obligations in each of the next five fiscal years is as
follows: 2004—%$0.1 million; 2005—%$0.2 million;
2006—8$0.3 million; 2007—3$0.3 million; and 2008—
$0.3 million.

As of May 31, 2003, the Company was in compliance
with all covenants related to its loan agreements.
Several loan agreements of the Company contain
restrictions which, among other things, require
maintenance of certain financial ratios, restrict
encumbrance of assets and creation of indebtedness,
and limit the payment of dividends. At May 31, 2003,
$26.0 million of the Company’s retained earnings of
$776.2 million were unrestricted and available for the
payment of dividends under the most restrictive terms
of the agreements.

I. Note Receivable from Stock Options Exercised

During fiscal 2000, the Company made a loan to an
officer of the Company in the amount of $204,345. The
loan was made in the form of a demand note having
an annual interest rate of 5.57% for the purpose of
enabling the officer to purchase shares of the
Company’s Common Stock pursuant to expiring
options. During fiscal 2002, the demand note was
replaced with a five-year term note with a principal
balance of $204,345 and an annual interest rate of
4.64%. The loan is secured by a mortgage on the
officer’'s residence. The portion of the loan related to
the exercise price of the options exercised is reflected
in Stockholders’ Equity in the Company’s Consolidated
Balance Sheet as Note Receivable from Stock Options
Exercised in the amount of $0.1 million.

J. Lease Commilments

The Company leases two hundred ninety-two stores,
warehousing and distribution facilities and office
spaces under operating and capital leases that will
expire principally during the next twenty-four years.
The leases typically include renewal options and
escalation clauses and provide for contingent rentals
based on a percentage of gross sales.




The following is a schedule of future minimum lease
payments under the operating and capital leases:

L. Income Taxes
The provision for income taxes is summarized as

follows:

Period Ended 2003 2002 2001
Current:

Federal $43,240 $36,842 $39,134
State and other 8,732 5,271 4,756
Subtotal 51,972 42,113 43,890
Deferred (12,630) (1,460) (1,799)
Total $39,342 $40,653 $42,091

Operating  Capital
Fiscal Year Leases Leases
2004 $110,047  $2,387
2005 102,249 2,442
2006 93,055 2,497
2007 82,765 2,497
Thereafter 306,422 54,176
Total minimum lease payments $694,538 63,999
Amount representing interest (37,232)
Present value of minimum lease
payments $26,767

(in thousands)

The above schedule of future minimum lease
payments has not been reduced by future minimum
sublease rental income of $43.6 million and $6.3
million relating to operating leases and capital leases,
respectively, under non-cancelable subleases and
other contingent rental agreements.

Total rental expenses, included in Selling and
Administrative Expense on the Consolidated
Statement of Operations, under operating leases for
the periods ended May 31, 2003, June 1, 2002, and
June 2, 2001 were $109.0 million, $103.4 million and
$95.9 million, respectively, including contingent
rentals of $2.2 million, $2.5 million and $3.0 million,
respectively. Rent expense for the above periods has
not been reduced by sublease rental income of $13.5
million, $13.6 million and $12.3 million, which has
been included in other income for the periods ended
May 31, 2003, June 1, 2002 and June 2, 2001,
respectively.

The Company has irrevocable letters of credit in the
amount of $10.8 million to guarantee payment and
performance under certain leases, insurance
contracts and utility agreements.

K. Employee Retirement Plans

The Company has a noncontributory profit-sharing
plan covering employees who meet age and service
requirements. The Company also provides additional
retirement security to participants through a cash or
deferred (salary deferral) feature qualifying under
Section 401(k) of the internal Revenue Code.
Membership in the salary deferment feature is
voluntary. Employees may, up to certain prescribed
limits, contribute to the 401(k) plan and a portion of
these contributions are matched by the Company. In
addition, under the profit sharing feature, the
Company’s contribution to the plan is determined
annually by the Board of Directors. The provision for
Company profit sharing and 401(k) contributions for
the twelve months ended May 31, 2003, June 1, 2002
and June 2, 2001 were $11.2 million, $8.7 million and
$9.0 million, respectively.
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(in thousands)

A reconciliation of the Company’s effective tax rate
with the statutory federal tax rate is as follows:

Period Ended 2003 2002 2001
Tax at statutory rate 35.0% 35.0% 35.0%
State income taxes net of federal

benefit 4.6 3.0 2.7
Other charges (1.9) (.2) (.5)
Effective tax rate 37.7% 37.8% 37.2%

Deferred income taxes for 2003, 2002 and 2001
reflect the impact of “temporary differences” between
amounts of assets and liabilities for financial reporting
purposes and such amounts as measured by tax
laws. These temporary differences are determined in
accordance with SFAS No. 109.

Temporary differences which give rise to deferred tax
assets and liabilities at May 31, 2003 and June 1,
2002 are as follows:

Period Ended 2003 2002
Tax Tax Tax Tax
Assets Liabilities Assets Liabilities
Current:
Allowance for
doubtful
accounts $1,829 $1,570
Compensated
absences 1,288 1,226
Inventory costs
and reserves
capitalized for
tax purposes 8,037 6,146
Insurance
reserves 4,950 4,501
Prepaid items
deductible for
tax purposes $1,794 $3,423
Other 1,740 514
$17,844 $1.794 $13,957 $3,423
Non-Current:
Depreciation $7,022 $11,520
Accounting for
rent expense $2,982 $2,968
Pre-opening
costs 10,303 7,701
$13,285 $7,022 $10,669 $11,620

(in thousands)




No valuation allowance is deemed necessary.

M. Supplementary income Statement information
Period Ended 2003 2002 2001
Repairs and Maintenance $36,354 $32,701 $29,128

(in thousands)

N. Incentive Plans

In November, 1993, the stockholders of the Company
approved a stock incentive plan (the “1993 Plan”),
authorizing the granting of incentive stock options,
non-qualified stock options, stock appreciation rights,
restricted stock, performance stock and other stock
based compensation. A total of 540,000 shares of
cammaon stock have been reserved for issuance
under the 1993 Plan. This plan expired in August,
1998. in October, 1998, the stockholders of the
Company approved a stock incentive plan (the “1998
Plan”), authorizing the granting of incentive stock
options, non-qualified stock options, stock
appreciation rights, restricted stock, performance
stock and other stock based compensation. A total of
350,000 shares of common stock have been reserved
for issuance under the 1998 Plan. In October 2002,
the stockholders of the Company approved a stock
incentive plan (the “2002 Plan”) authorizing the
granting of incentive stock options, non-qualified stock
options, stock appreciation rights, restricted stock,
performance stock and other stock based
compensation. A total of 140,000 shares of common
stock have been reserved for issuance under the
2002 Plan. A summary of stock options transactions
in fiscal periods 2001, 2002 and 2003 is as follows:

The following table summarizes information about the
stock options outstanding under the Company’s
option plans as of May 31, 2003:

Options Qutstanding Options Exercisable

Weighted

Average Weighted Weighted
Range of Number Remaining Average Number Average
Exercise Qutstanding Contractual Exercise Exercisable  Exercise
Prices At 5/31/03 Life Price At 5/31/03 Price
$ 8.85-$9.58 57,120 2.5yrs $9.32 57,120 $9.32
$12.00 73,500 6.8 yrs $12.00 73,500 $12.00
$15.44 191,800 8.7 yrs $15.44 191,800 15,44
$16.28-$16.84 151,900 5.6 yrs $16.58 151,900 $16.58
$20.57-822.13 28,420 1.1yrs $20.67 28,420 $20.67

502,740 502,740

The Company adopted the disclosure requirements of
SFAS No. 123, Accounting for Stock Based
Compensation, effective with the 1997 financial
statements, but elected to continue to measure
compensation expense in accordance with APB
Opinion No. 25, Accounting for Stock Issued to
Employees. Accordingly, no compensation expense
for stock options has been recognized. If
compensation expense had been determined based
on the estimated fair value of options granted in fiscal
2003, 2002 and 2001, consistent with the methodology
in SFAS No. 123, the pro forma effects on the
Company’s net income per share would have been as
follows:

2003 2002 2001
Weighted Average -
Number  Exercise Price Net Income:
of Shares Per Share As reported $64,957 $66,864 $71,025
N - Pro forma $64,249 $66,490 $70,774
Options outstanding Net Income per Share:

June 3, 2000 392,440 $14.02 As reported $1.46 $1.51 $1.60
Options issued — — Pro forma $1.44 $1.50 $1.60
Opt!ons (canc_elled) (7.200) $ 9.23 (in thousands, except per share amounts)
Options exercised (12,600) $11.88
Options outstanding
o Jt‘_’”e 2, 200; %f'ggg 212'12 The fair value of each stock option granted is

ptions Issue ' ' estimated on the date of grant using the Biack-Scholes
Options cancelled (10,800) $17.90 i - del with the followi iqhted
Options exercised (33,900) $11.53 option pricing mo. erwi elo OWIng. weighte

- - average assumptions used for grants in 2002 (no
Options outstanding options were granted during fiscal 2003 or 2001):

June 1, 2002 519,740 $14.74
Options issued — —

Options cancelled — — 2002
Options exercised (17,000) $10.60 Risk-free interest rate 2.00%
Options outstanding Expected \{olatility 54.5%
May 31, 2003 502,740 $14.88 Expected life 8 years
Contractual life 10 years

Options exercisable Expected Dividend Yield 0.1%
May 31, 2003 502,740 $14.88 Fair value of options granted $9.07
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Q. Interim Financial Information (Unaudited)
Fiscal Year Ended May 31, 2003

13 Weeks Ended

August 31, November 30, March 1, May 31,
2002 2002 2003 2003

Net Sales $506,104 $782,777 $799,916 $608,562
Gross Margin $180,636 $307,424 $285,575 $236,769
Net Income (loss) ($16,063) $41,581 $36,726  $2,713
Net Income(loss)

per common

share- basic and

diluted:
Net Income (loss)—

basic ($0.36) $0.93 $0.83 $0.06
Net Income (loss)—

diluted ($0.36) $0.93 $0.82 $0.06

(in thousands, except per share data)

Fiscal Year Ended June 1, 2002

13 Weeks Ended
September 1, December 1, March 2,
2001 2001 2002

June 1,
2002

Net Sales $451,651  $744,236 $779,820 $601,599
Gross Margin $156,800 $294,487 $276,211 $237,064
Net Income (loss) ($20,577) $41,265 $37,306  $8,870
Net income(loss) per

common share—

basic and diluted:
Net Income (loss)— ’

basic ($0.48) $0.93 $0.84 $0.20
Net Income (loss)—

diluted ($0.486) $0.93 $0.84 $0.19

(in thousands, except per share data)

Results of quarterly operations are impacted by the
highly seasonal nature of the Company’s business
and timing of certain holiday selling seasons.
Quarterly results may not total year-to-date amounts
due to rounding.

P. Fair Value of Financial Instruments

The carrying values of cash and cash equivalents,
short and long term investments, accounts receivable
and accounts payable approximate fair value.

Interest rates that are currently available to the
Company for issuance of notes payable and long-term
debt (including current maturities) with similar terms
and remaining maturities are used to estimate fair
value for debt issues. The estimated fair value of long-
term debt (including current maturities) is as follows:

May 31, 2003 June 1, 2002
Carrying Fair Carrying Fair
Amount Value Amount Value
Long-Term Debt

(including capital

lease obligation

and current

maturities) $35,505 $37,090 $23,073  $23,4860

{in thousands)
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The fair values presented herein are based on
pertinent information available to management as of
the respective year ends. Although management is
not aware of any factors that could significantly affect
the estimated fair value amounts, such amounts have
not been comprehensively revalued for purposes of
these financial statements since that date, and current
estimates of fair value may differ from amounts
presented herein.

Q. Conceniration of Credit Risk

Financial instruments that potentially subject the
Company to concentrations of credit risk consist
principally of cash, cash equivalents and investments.
The Company manages the credit risk associated with
cash equivalents and investments by investing with
high-quality institutions and, by policy, limiting
investments only to those which meet prescribed
investment guidelines. The Company has a policy of
making investments in debt securities with short-term
ratings of A-1 (or equivalent) or long-term ratings of A
and A-2 (or equivalent). The Company maintains cash
accounts that, at times, may exceed federally insured
limits. The Company has not experienced any losses
from maintaining cash accounts in excess of such
limits. Management believes that it is not exposed to
any significant risks on its cash and cash equivalent
accounts.

R. Segment Information

The Company reports segment information in
accordance with SFAS No.131, Disclosure about
Segments of an Enterprise and Related Information.
The Company has one reportable segment, operating
within the United States. Sales by major product
categories are as follows:

May 31,2003 June 1,2002 June 2, 2002

Period Ended (52 weeks) (52 weeks) (52 weeks)
Apparel $2,095,180 $1,978,122 $1,859,873
Home Products 602,179 599,084 540,416
$2,697,359 $2,577,206 $2,400,289

(in thousands)

Apparel includes all clothing items for men, women
and children and apparel accessories such as shoes,
jewelry, perfumes and watches. Home products
includes linens, home furnishings, gifts, baby furniture
and baby furnishings.




S. Legal Matters

From time to time in the ordinary course of business,
the Company is party to litigation. The Company has
established reserves relating to its legal claims and
believes that potential liabilities in excess of those
recorded will not have a material adverse effect on the
Company's Consolidated Financial Statements;
however, there can be no assurances to this effect.

T. Subsequent Events

On August 15, 2003, the Company and its wholly-
owned subsidiary, Burtington Coat Factory
Warehouse of New Jersey, Inc., entered into a Note
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Purchase Agreement with a group of institutional
investors for the sale of an aggregate of $100 million
of Senior Notes. The Notes will be issued in two
tranches. The Series A Notes will aggregate $36
million at an interest rate of 4.06% due September 30,
2010 with an average life of five years. The Series B
Notes will aggregate $64 million at an interest rate of
4.67% due September 30, 2013 with an average life
of seven years. The closing of the transaction is
scheduled for September 30, 2003. The Company
intends to use the proceeds from the sale of the Notes
for general corporate purposes and the build-out of
additional stores, including associated real estate
acquisitions.




INDEPENDENT AUDITORS" REPORT

Board of Directors and Stockholders
Burlington Coat Faciory Warehouse Corporation
Burlington, New Jersey

We have audited the accompanying consolidated balance sheets of Burlington Coat Factory Warehouse
Corporation and subsidiaries (the “Company”) as of May 31, 2003 and June 1, 2002, and the related consolidated
statements of operations, stockholders’ equity, and cash flows for each of the three years in the period ended May
31, 2003. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position
of Burlington Coat Factory Warehouse Corporation and subsidiaries as of May 31, 2003 and June 1, 2002, and the
results of their operations and their cash flows for each of the three years in the period ended May 31, 2003, in
conformity with accounting principles generally accepted in the United States of America.

DELOITTE & TOUCHE LLP

Qubitls F Fauchs cof

Philadelphia, Pennsylvania
August 15, 2003
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DIVIDEND POLICY

The Board of Directors of the Company declared an annual cash dividend of three cents ($.03) per share on
August 14, 2003, payable on December 8, 2003, to stockholders of record on November 14, 2003. The Company
expects the paid dividend to be approximately $1.3 million. A cash dividend for fiscal 2003 of two cents (.02) per
share was declared on October 24, 2002, and was paid on November 30, 2002, to stockholders of record on
November 6, 2002. The paid dividend amounted to $0.9 million. Maintenance of the cash dividend policy or any
change thereto in the future will be at the discretion of the Company’s Board of Directors and will depend upon the
financial condition, capital requirements and earnings of the Company as well as other factors which the Board of
Directors may deem relevant. At present, the policy of the Board of Directors is to retain the majority of earnings to
finance the growth and development of the Company’s business. At May 31, 2003, $26.0 million of the Company’s
retained earnings were unrestricted and available for the payment of dividends under the most restrictive terms of
certain loan agreements.

Market for the Registrant’s Common Equity and Related Stockholder Matters

The Company’'s Common Stock is traded on the New York Stock Exchange and its trading symbol is “BCF.” The
following table provides the high and low closing prices on the New York Stock Exchange for each fiscal quarter
for the period from June 3, 2001 to May 31, 2003 and for the two months ended July 31, 2003:

Period Low Price High Price
June 3, 2001 to September 1, 2001 14.1000 20.5000
September 2, 2001 to December 1, 2001 12.8500 16.7000
December 2, 2001 to March 2, 2002 15.2000 18.3000
March 3, 2002 to June 1, 2002 18.0000 23.4000
June 2, 2002 to August 31, 2002 17.3500 22.1700
September 1, 2002 to November 30, 2002 16.5500 21.4800
December 1, 2002 to March 1, 2003 15.5000 21.3500
March 2, 2003 to May 31, 2003 15.7000 17.9000
June 1, 2003 to July 31, 2003 17.2200 18.8100

As of July 31, 2003, there were 246 record holders of the Company’s Common Stock. The number of record
holders does not reflect that number of beneficial owners of the Company’s Common Stock for whom shares are
held by Cede & Co., certain brokerage firms and others.
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